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BE IT REMEMBERED that the following
proceedings were held on
Wednesday, the 17th day of January, 2001, at the
Doubletree Hotel Lloyd Center, Holladay Room, 1000
N.E. Multnomah Street, Portland, Oregon,

commencing &t the hour of 6:30 p.m.
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PROCEEDINGS

MODERATOR:

Thiswaskind of our long-shot
location, and we wanted to make sure we got
complete coverage across the United States, and
Portland isit, | guess.

Asyou can see, thisisour third
meeting of five. Thefirs onewehadin
Amarillo, Texas, the second one in Houston, and
tonight in Portland, and we have two more
scheduled, one in Denver, Colorado, or Aurora,
outside of Colorado next Tuesday, and the last one
in Washington, D.C. on the following Thursday,
January 25th.

And our objective hereisto, on the
front end of any regulatory development phaseis
to get comments from the public before we get into
any subgtantive development of regulations. |

think certainly from our first two meetings, |
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think it was apparent that the public, or
companiesin generd, maybe it was alittle
foreign to them. | think they're typicdly more
used to government in generd, BLM in particular,
deve oping regulations and then having mestings
4

after that and being able to comment at that
period.

But we fdt it was agood idea and
important to get some public comments ahead of
time, and that way we could ensure that before we
meade any monumenta decisons or directionsin the
way we wanted to develop our new regs, that we get
the concerns of the public and the companiesin
place early on in the process.

So that's what we're doing here. That's
what were for tonight, isto go over the Federa
Helium Program and some of the concerns that we
have and some of the concerns that the public
might have.

First our authorities. The Helium
Program has been in place for many, many years,
since the 1920siit's been in place, but our

primary authority that we work under isthe Helium
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Act of 1960, which was the legidative vehicle
that directed then the Bureau of Minesto conserve
helium. We purchased about 32 billion cubic feet
under that program during the '60s and early '70s
that the government purchased through purchase
contracts with private industry, crude helium and
put it into storage.
5
Then in 1996, the Helium Privatization
Act was passed, and that directed the government
to get out of the hdium refining busness while
aso Hling the hdium reserve that we now have
in place, that the government hasin place, and to
&l it in such away that it wouldn't disrupt the
private market in consultation with the industry.
That's part of what these public
meetings are for, to get those types of comments.
Some of the regulations that govern our
activities are 43 CFR Part 16, which is more of
the general regulations, and also Part 3195, which
dedls specificdly with our inkind crude helium
sdes.
The'96 act directed usto sdll to

people or persons that el refined helium to
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federa agencies, these are contractors, an
equivaent amount of crude helium from reserve,
and that's what those regulations implement. And
well talk alittle bit more about that as we go
aong.

However, | do want to give you abigger
picture of what we do at the Amarillo field
office. It'snot just the hdium program. We do

have some more traditiona BLM functions.
6

BLM, in effect, took us over when the
Bureau of Mineswas closed in 1995, and we camein
under asthe Amarillo fidd office. Asof
October 1 of 2000, we redistricted the boundaries
of the Amarillo field office to include Kansas,
the Oklahoma panhandle and west Texas. Our
responsbilities here are the inspection and
enforcement of federally-owned oil and gas
propertiesin this region, as wel as some land

management responsibilities, the Crosshar
property, in particular, which is some hdium
properties that we brought over from the Bureau of
Mines, aswdl asthe four main heium-rdated
functions.

Primarily the rationale for
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Tulsafidd office was that the proximity of

Amarillo was closer to southwestern Kansas and the

Oklahoma panhandle. We now have an engineering
technician located in Amarillo that does
ingpection enforcement activities for the
subsurface mineras. It's more of alogigtics
thing. Werein closer proximity to those areas
and we're going to be able to do a more

cogt-effective job in that fashion.
7

The next areais the land management
possibilities, the Crossbar property, which is
about 12,000 acres northwest of Amarillo. It's
the only -- or not the only, but it's -- there's
not awhole ot of public land in Texas, and this
is an opportunity for BLM to open up and manage
some public property in a multi-resource type of
environment to the benefit of the panhandle
residents.

Weé're looking to implement standard BLM
regulations and rules in developing that property
and were not, in throwing this regulatory open
for public meetings that we have now, we're not

redly talking too much about the regulations,
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were not talking a al about the regulation of
that, but | wanted to give you a more complete
picture of what we do in Amaxillo.

The firg thing, task or function that
we do in Amarillo concerning the Federd Helium
Program is the storage and transmission of the
crude helium reserve. The CliffSde gasfiddis
apatidly completed naturd gasfidd that had
about 30 hillion cubic feet of government-owned
helium left in the reserve. That's part of the

origina 32 hillion cubic feet that was purchased
8

inthe'60sand '70s. Thereésaso 4.5 million
cubic feet of privately owned helium that we store
under contract. Thisis surrounded by about
200 million cubic feet of naturd gas.

Also part of the storage and
transmission program is our crude helium pipdline.
Thiswas the pipdine that was built in the early
'60s to take the crude helium that was produced
from the Hugoton gas field and produce it south
for sorage in the Cliffsde gasfied near
Amaillo.

You'l see the triangles represent

private helium refiners and the circles represent
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privately owned crude helium extractors. Often
they're Situated close to one another, to where
the crude helium extractor produces crude helium
from the natura gas going by the plant, and the
extractor either putsit into the pipeline or
sends it over to the refiner and the refiner
either takes the gas from the extractor or takes
the gas from the sorage. And in doing so, we're
able to ensure that any crude helium not needed
immediately could be put into sorage and later
recovered, or if there's not enough crude helium
capacity for aparticular refiner, they're able to
9
pull helium out of storage. Soit helpsto
baance the flow of crude hdium through the
systern and make sure that there's enough helium
for the market.
We are undergoing some upgrades out at
the Cliffsde gas fidd, putting in compression
and eventudly a crude hdium enrichment unit,
which will alow the government to produce that
privately owned as well as the government owned
helium when the market is reedy for it.

Generdly speaking, thisis an areathat
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we're looking for regulations, but we pretty well
fed that the sorage and transmisson part isin
pretty good shape, but we would be interested in
any suggestions that you may have for improving
the processes that were currently using for
goring private helium in the Cliffsde storage
facility. That's one of the areas that wed like
input from the public.

The next mgjor areathat we're seeking
input is our crude hdium sales. And as|
mentioned before, were in the midst of making
inkind sdlesright now. Those are the
regulations, the Part 3195 regulation that we have
in place.

10

We're interested in getting your
feedback on how well those regulations are
operating, are there any things that we're
missing, do we need to improve those, and any
suggestions in thet area.

Thelegidaion, in paticular the
Helium Privatization Act of 1996, dso directed us
to sdl down the reserves, starting no later than

2005 over the succeeding ten-year period. And
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that's where we're needing a sgnificant amount of
input from private industry in how would be the
best way to sdll off that reserve.

It does -- the legidation does direct a
minimum market price and it requiresthet this
helium be offered for sde during that period of
time. And frankly, itsnot likely that sdles
will be made unless the market isreedy for it.

We want to do that in the most cost-effective way
whilefallowing legidaion. That'sabig area
that wed like your input.

This graph shows the U.S.-produced
helium refined sdes over the last 15 years. The
blue shows the privately produced refined helium,
the green shows the Bureau of Mines, now the BLM's
refined sales, and where it's replaced in yellow

11
isour in-kind sdles. So weve roughly swapped
government-produced refined hdium with
government-produced crude helium.

Our next areathat we're looking for
input is our heium evauation and gas andysis
area. One of the things -- another one of the

things that we do is we keep up with helium
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reserves across the country and to alesser extent
the world.

This map shows dl the various
helium-bearing fields across the United States.
Here youll see the Hugoton fidd has alittle
higher hdium content in it.

And we've got real good data on the
helium that's being produced, being depleted and
that that's not being depleted, that that's being
recovered and that that's not being recovered.
However, we don't have alot of good information
about what reserves are being produced around the
world, and wed like to figure out away to get
better data to confirm the location and amounts of
helium resources outside of the United States, and
| know that's alittle bit more difficult thing to
do, but it's something we'd like some input on
costs on that.

12

We're also in a data collection mode,
and we have been for many, many years keeping up
with helium reserves, and any way to improve that
method is something that we would like to hear

more from you about.
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The other part of the hdium evaduation
and gas andysisisthe gas andysis pat. We
have alab that's main purposeisto anayze gas
samples and andyze those for hdium content. We
have afield survey that has roughly 20,000 gas
andyses, in particular for helium content, dating
back to 1917, and that's an ongoing database that
we keep up.
Also, the gas analysis group does our
gas andydisfor the gas field aswedl asthe
pipeline and the custody and transfer of the
helium among the private refiners and crude hdium
extractors.
Something wed be interested alittle
more about with members of oil and gas interests,
is being willing to send replicate gas stream
samples to the BLM laboratory if requested.
Again, to get better data on the reserves and the
andysis of those is one of the things that we're
trying to improve.
13
The fourth and last mgjor hdium area
is kegping up hdium production on federd lands.

Thisis probably the single biggest area where
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were wanting to get public and industry's input
in the regulatory area.

Some of the things that we keep up with

is we determine helium ownership rights, as well
as collect and audit fee sdes and royalties.

A lot of the hdium produced in this
mid-continent area, some of it is federdly owned
helium, and federdly owned hdium thet is
produced and extracted and sold, there's aroyalty
or afee that's due the government, and right now
we're trying to improve the method and standardize
the methods in which we do that.

This map aso shows some other helium
refining capability in southwestern Wyoming,
eastern Utah and Colorado. These plants produce
helium from the gas fidd dl the way to arefined
product. Some of it ison federa lands, and we
do get fee sdesfrom that, primarily through
helium contracts thet we have with those
companies, but isthat the best way.

We want to be able to put some of our
policies and procedures into a regulatory-type

14

language to give us alittle more of an
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enforcement cgpabiility that is not as strong right
now.

Some of the issues that we would like
some feedback on, for instance, isit reasonable
to dlow an 8 percent loss of helium from the
wellhead to the point of sdle before seeking
compensation. Wed like your comments on that.

Can we use asmilar method to the one

used to protect oil and gasto protect helium from
drainage. Isthat applicable for the helium case
or could it be applied in that area.

Should we require a separate bond to
cover helium production or should we dlow
operators to transfer oil and gas bonds to provide
bond coverage for helium.

Another areathat we're interested in,
is there away to encourage and enable economic
helium production and extraction when oil and gas
wells are plugged or are targeted for plugging.

What incentives should we establish to
encourage helium production from gas sreamsin

close proximity to extraction plants or in areas
with low BTU gas contents there.

These are very complex issues, and
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before we gtart pulling things together onit,
wed like to get as much input as possible from
the public a large.

Thisisahig task here, kegping up with
the helium produced on federd lands. It canbea
sgnificant amount of helium that the government
and the taxpayers are not getting compensated for,
and right now we're trying to get our hands around
how much isthat, and right now we need some help

in the regulatory phase to be able to come up with
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that.

| talked about the traditional BLM
functions as well as the four main helium-related
functions.

At this point wed like to get your
feedback from the public about this process and
what concerns that you might have.

| saw some of you shaking your head
seved times. Thisisusudly where | start
pleading with people to say something.

COMMENT: At onetime we were
able to purchase hdium, purchase the helium for

storage, but you're --
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MODERATOR: Thequedtionis, a one
time we were alowed to purchase hdium, and that
16
was part of the Helium Act of 1960. We purchased
about 32 billion cubic feet of helium, we spent
about $270 million that we borrowed from the
treasury to pay for that, another third was paid
out of excess revenues generated by the sale of
refined helium during that time.
In'72 or 73, before my time, but at
some point in time, the secretary of interior
sad, welve got enough helium, and they stopped
it. But the purchase contracts were for 20 years,
| believe, and ther€'s ftill another ten years or
S0 to go on those contracts.
Well, there was lawsuits and all of
that, and those weren't settled -- they were
settled about ten years ago or o, but basically
the purchasing stopped by the secretary saying we
had enough.
But since the Helium Privatization Act
passed, that rescinded our authority to purchase
helium on the market levd.

COMMENT: Sowhereisthe
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incentive to conserve then and to go to more
markets like southeastern New Mexico? Whereis
the incentive now for conserving it?
MODERATOR: Whereisthe incentive now
17
for consarving the hdium? Well, when the 1960
act passed, the primary market for refined heium
was the government. There's avery smdl amount,
minuscule amount that was out there private-wise,
One of the things that thet act did was
to raise the price of refined helium from $16 to
$35, thereabouts. So that increased what one
could get for refined helium, and then immediately
it crested an incentive for private companiesto
come and gart refining hdium themselves. Also,
as the market devel oped, the private demand for
helium increased dramatically.
Now, the price, the going price for
refined helium is about 45 to $50 per thousand
cubic feet. If they wereto recover that helium
and pay us aroyalty or afee or whatever
arrangement, they would get a significant amount
of revenue from it.

Now, | know natural gas prices have
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increased quite dramaticdly here just in the last
Sx months or so, but il refined hdiumis
quite abit higher, even 4ill than the higher
price of natura gas. So therésamarket in
there for the heium. We're expecting the demand
for refined helium to continue to grow, asit has
18
over the last severd years, asit has for many
years, and with that market there for the refined
helium, there will be arate of return that should
provide an incentive for companies to go after, to
recover that helium.
Doesthat answer your question?
Asfar asthe southeastern New Mexico --
COMMENT: Weél, or anywhere
else that there's natura gas that has enough
helium content there and is extracted, you know,
how do we -- what do we do to get it extracted?
MODERATOR: | guess|'m curious, you
would think if it was economicaly viable, they
would be there dready, private industry would be
in the southeastern New Mexico, trying to do that.
Do we know why they're not? | don't. | don't

know the answer to that. Surely they know it's
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COMMENT: You sad that, you
know, on the lease itself, you know, helium is not
part of the oil and gasrightstheat they had in

the lease.

MODERATOR: Right. But oftentimes when

they have interest, they'll come to us and say,
"How can we get alease?"
19

Have we had
anyone say, "Wed like the Pecos dope'? Isthat
what were taking about?

COMMENT: I'm not sure
where --

RESPONSE: We have had people
in some of thelow BTU gas areas inquire about
helium, but right now because we do not have
incentives clearly defined in our regsto give
them incentive and they redlize that it does not
belong to anyone but the federal government,
therésalot of speculation, and it's not defined
clearly enough to dlow them to dways evauate
the economicsin a clear way, and we're hoping

that our regswill help set that out, so that in
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those low BTU areas where the helium would be
worth extracting, they'll be able to look at the
regs and work more reedily to determineif it is
economical or not. Right now we don't have that.

MODERATOR: That would be something
that we need to address, certainly.

Anybody else?

COMMENT: I've got a question.

In the remote aress like the field in Utah where
the private industry, they're extracting and
20

processing and sdling, obvioudy they have a
helium contract. What does that require of them
in terms of sales? Whet are the retrictions?
Arethere any redtrictions on who they haveto
sl to?

MODERATOR: No. | mean, they recover
it, they can sl it to whoever they want to.
They're respongible for producing it in an
efficient manner, and we check that on a monthly

basis, but who they sdll it toistotdly up to
them. We get our fee off of it.

And | wastaking alittle bit earlier,

that's one of the plants that you're mentioning is
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off of the pipdine system. And I'll go back to
the picture so you'll be able to see.

The Moab plant thereis off of the
pipeline system, as well as some of these others,
and from atota conservation standpoint, ideally
the refined helium produced from these plants will
be sold and not have any wasted or vented, and the
helium from these refiners down here (indicating)
would make sure that these are fully loaded and
sold before these (indicating), so thet if there
is excess capacity, refining capacity that's not

being used, or excess crude hdium that's being
21

produced and not being refined, then if it'saong
the system it can go into storage and be produced
back out next week or next month or three years
from now.

And that's been one of the benefits of
this system, is being able to have the ability to
take the excess crude helium, as well as produce
crude helium back to the plants when they needed
it to redly sabilize the price of helium over
the many years of the program.

When | hear aquestion, I'll try to

answer it and then try to embdlish it alittle
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bit more.
Now, everybody has to have a question
beforewe go. That's how well doit.
COMMENT: How do y4dl
think you're going to get kicked off? | mean, do
y'dl seethe oil and gasregs as kind of the
garting point? Once we get through with dl the
regs, what do y'dl envision as being agtarting
point, arting to get the development going?
RESPONSE: The helium
industry, what we are required to do with
regulatory actionsis pretty much to mirror what
the Helium Conservation Act or law isin the
22
program. So what well do to compare the oil and
gas regs program isto identify those areas where
we obvioudy arein conflict, where the regs are
not clear between the two, and to attempt to clear
those up and separate them.
COMMENT: That will be
kind of the main focus sarting off, isto define
the conflict between the two?

RESPONSE: Wdl, to sart off

10  weéll be establishing the parameters for our
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program to mirror what the law tells us we can do
with it. Thenin order to strengthen that well
be looking at the conflicts.

Therésalot of confusion that because
helium isfound in the naturd gas stream, thet it
ishandled just like oil and gas, but it's not.

It's aseparate minera and the helium industry
has its own requirements, and production
requirements are different from oil and gas.
Allocation of it isvery different, fees are very
different than oil and gas. And we're hoping to
strengthen our regs by cutting -- by looking a
those conflicts and cutting them out.

MODERATOR: Onething | hadn't
mentioned when | was going through the dides was

23
the standard BLM oil and gaslease. Of course
thereés a section in there that pecificaly
reserves the helium ownership to the government,
and there's another statement at the end part that
that particular exemption should be carried
forward to any contracts that the lessee makes.
And that's probably the most overlooked, easily

the most overlooked section of that lease.
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People -- | don't know if they just blow by it or
they don't have any helium and they don't think
about it and it just doesn't happen. And that's
something that we have to face.

Yes, Sr?

COMMENT: It sounds asthoughin
the '60s and in the '70s, when the government was
the primary consumer of helium, that they sort of
atificidly st the price high to encourage
conservation, and it sounds as though private
industry has become much more of a source of the
demand.

Do you know how much of the demand is
private versus government now? And isthe current
price maintaining itsalf, the economy maintaining
the price, or isit il sort of being devated
atificidly in terms of the purpose of

24
encouraging conservation?

MODERATOR: Y ou asked two questions.
The first was, basicaly the purpose of the
origina act wastwofold: wasto foster the
development of private industry, and it did that

by raising the price of helium; and the second was
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8 and by raising that price dso, because it helped

9 privaeindustry go out and look for more helium
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and develop it more.

Those two aspects of the 1960 law were
very successful, very successful, to the point
where when we stopped producing refined product,
when the Bureau of Mines shut down their helium
refining capacity, we supplied about 8 percent of
the total market. So about -- it was about
250 million cubic feet of refined helium was
produced by the government for primarily
government functions NASA, Department of
Defense, Department of Energy, those types of
things.

One of therationales, or | think one of
the pushes for the Helium Privatization Act wasto
get, you know -- was that you had a private
industry that could alegedly produce the refined

25
product more efficiently than the government, and
they certainly had the capacity to do that, so
philosophicaly wasit right for the government to

dill beinthat busness. And that's what the
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Privatization Act bascdly did, isit got us out
of the refining business.

Wedtill, it's probably -- the percent
of in-kind sdlesthat we have thet, in effect, is
government demand is probably alittle bit less
than the 8 percent now. We have sold alittle
over 200 million cubic feet of crude helium last
year, but the market is ill growing. So, the
government demand is fairly stagnant or maybe
declining alittle bit, but the demand for the
overd| refining of hdium continues to move on at
a4 to 5 percent, 5 percent, you know, annualy,
and about -- was it about athird or afourth of
that, around a billion cubic feet is exported each
year, 0 U.S.-produced hdium thet isrefined is
exported to Europe, Japan, wherever.

But more and more of the world market is
being covered by production of hdium that's
non-U.S. And | can't tell you right now off the
top of my head what those numbers are.

But the price of the crude helium as

26

1 definedinthe Hdium Privetizetion Act is

2 defined -- therésaformulain there. It says
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the minimum price shdl be the amount of the

helium debt divided by the amount of hdium in
reserve, adjusted by the Consumer Price Index from
December 1995. Okay.

Now, the helium debt is $270 million
dollars that was borrowed from the treasury to
purchase that 32 billion cubic feet, and it was --
interest was charged on that over time to where it

increased to just about alittle under $1.4

billion dollars. So the mgority of thet is

interest that the government owed to itsdf. We
owe this to the Department of Treasury. There
weren't bonds taken out or anything dsg, it's

just a paper debt that one government agency owes
to the other.

Wéll, that legidation froze the debt in
October of '95, and we have this minimum pricing
that is stipulated. Right now our set price for
crude helium that we use for our in-kind salesis
$50 per thousand cubic feet, for crude helium
underground in the reserve.

| told you eaxrlier refined hdium is
going for about 45 to $50 for refined, grade A,

27
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pure helium, FOB at the plant. So the crude
helium is about on the same par. It'sroughly
doubled the current market for crude helium right
now, so there's not -- at this point the crude
helium the government sdllsis not competing with
the private market, and in doing o, it ensures

that crude helium or helium reserves esewhere are
going to be produced first. And that'sthe
conservation part of it that's gill avery

important part of that.

However, as we start to sall down the
reserve, as we offer it for sale -- that's a quote
from the legidation -- we have this minimum price
that we have to contend with. The market is not
going to buy it if the market is not ready for it.

So welll offer it for sale, but what do we do with
it if it's not purchased? That's something wed
like to hear some comments abouit.

And it saysto doit in agtraight-line
basis from no later than 2005 to 2015, so roughly
each year we could be offering for sde2 and a
haf to 3 billion feet of crude hdium each year.
The market right now is4 billion cubic feet. So

you're talking about putting an amount of crude
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helium out there that's close to the current
28

market for refined hdium. Something has got to
give.

COMMENT: | wasstting
here trying to remember, the window, isit 2005 to
2015, that's the window, and actudly you said at
the last meeting that it could even happen before
2005.

MODERATOR: Wéll, it saysno later than
2005.

COMMENT: No later than
2005. It could even start before that. Okay.

MODERATOR: | don't foresee us making
any kind of open market-type saes until we go
through this regulatory process.

COMMENT: Right.

One of thethingsyou just hit on that |
don't know that I've been able to redly absorb
before, what does happen is -- what does happen if
it doesn't get bought? Okay. | know you
mentioned before that if it doesn't get -- that
you don't foresee us sdlling it off by 2015, and

you just said something about --
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MODERATOR: Onceyou ask that, | don't
think it's necessarily not going to be sold off by
2015 -- | mean, it could -- but what I'm saying,

29

in 2005, | don't think the market will be ready
for the 2 and ahdf to 3 billion.

COMMENT: Maybel
misunderstood. | was thinking at one time you
didn't even think by 2015, that's kind of what it
sets as the god --

MODERATOR: That's what the legidation
says.

COMMENT: So after that
2015, if it's not al gone, what happens? | mean,
what's the out that it gives, or isthere one?

MODERATOR: Theonly out inthe
legidation isit says therés aminimum price,
which alows -- that gives us discretion to st
something higher, and offering for sde. It
doesn't say you haveto sell. Those arethe only
two outs. It's solid on what happens after 2015.

COMMENT: Right.

MODERATOR: And one would speculate

that at that point what further legidation would
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need to be implemented or not. | don't know.
Maybe the regulation needs to be designed in such
away that --

COMMENT: That'swhat |
was getting at. That'swhereit would be at in

30
2015, if we gtill have the helium reserve because
we're not competitive because of the price or
whatever, will some new legidation will haveto
be developed to --

MODERATOR: Or the regulations could be
developed in such afashion as to handle that
scenario.

COMMENT: Okay. New
legidation or work with the use of the
regulaions.
MODERATOR: Right.

COMMENT: Youll continueto

doreit either way?
MODERATOR: Yes Thefadlity is
there, it'sdl in place.

COMMENT: But you'd be storing

not government helium but private?

MODERATOR: In effect, what will
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happen, isastha hdium issold, it'sjust a

bookkeeping transaction basically. Wetake it out

of one account, put it in another, get paid for it

and it'sthere.

So over that time, if it goes asit's --

asthe legidation says, well just be

transferring helium from one account to the other
31

while producing a portion of it from yeer to year,

and presumably as the market of crude helium out

there gtarts to dwindle, because the Hugoton gas

field, Wrigley was projected to be depleted by

like 1985, but through other naturd gas

discoveries and other enhancements that they've

donein the fidd, they've extended that life

tremendoudly.

But thereis going to be apoint in time

where it's going down, and it's starting to

decline right now. And asthose other crude

helium that's available esewhere starts to

diminish, industry will come to rely more and more

on the federal government'sreservethat is-- by

legidation will be made available.

COMMENT: When you say from one
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account to another, are you saying from federa
ownership to private ownership?
MODERATOR: Yes, sr. Well be
transferring from one to the other.
COMMENT: When you were
talking awhile ago about the market and going up,
the demand, | think you said like 4 to 5 percent a
year right now. |Isthere any certain areathat
that new demand is going to be from or isit just
32
the same people are needing more of it or -- |
know NASA, of course, is one of those, isthe big
users with the space program.
MODERATOR: For the federal area. But
mogt of the growth is coming in the private
sector.
A big driver for refined helium, and
liquid hdlium in particular, are MRIs use liquid
helium to do their thing, and that for along
time, that was adrive of alot of the growth.
Now they're sarting to get more and more wide,
helium being used for that, so there's some growth
there. But some of -- alot of the newer MRI

technology is such thet it -- they're more closed
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systems and they're alot more efficient a using
the liquid hdlium that you put in and they're not
having to be recharged as often.

But there are other things coming up,
new technologiesthat useit. Therésalot of
things out there, kind of in severd yearsthat
could potentidly use alot of hdium. And it's
one of those things that it's a very cutting
edge -- it'sinvolved in alot of cutting edge
technologies, and it's hard for me to speculate,
anyway, about where it might be in the next few

33
years. But there dways seemsto be something
that's driving the demand for helium. It'sjust
not for children's party baloons or the blimp at
the Super Bowl or anything. That'savery, very
minor use for it anymore.

COMMENT: | heard

... make acomment a couple weeks earlier

in one of the groups that he was of the opinion
that, as federa agencies, perhaps we needed to be
encouraged to stretch instead of depleting the

gorage. | think | heard him say that twicein

his message.
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So isthat the area where incentives
need to be looked at to encourage the actual
extractor production?

MODERATOR: Wéll, isthat speculating
about policy?

COMMENT: | think you mentioned

it earlier when you said what wetry todois--
what industry doesis they would rather that areas
in Utah, Wyoming and aso Colorado use the hdium
beforeit is used out of storage.

MODERATOR: That certainly was, |
think, amagjor goal of the 1960 act, was to
encourage conservation of helium, and | don't see

34
that goa changing with the passage of the '96
act. | think that's still amgjor goa of our
adminigtration.

And what | would say is that anything we
can do to encourage that, | think would a good
thing, because helium is a nonrenewable resource.
Eventualy a some point were going to run out of
it, and it may be awhile down the road, but my
crystd bal isnot very good at suff like that,

and it's hard for meto be able to tell how long
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of areserve we might have. | think itisusedin
alot of high-tech stuff, chip -- computer chip
fabrication, fiber optics, alot of high-tech
suff that there's alarge demand for it, and |
think it's important that we create any incentives
we can to conserve helium.
COMMENT: Soyoure actudly
seeking more suggestions for different types of
incentives?
MODERATOR: Yes.
COMMENT: But doesit redly
happen where they normaly sdll the hdium from
Wyoming, Utah and these other aress, they're dl
in competition with each other, so I'm sure these
going down in Hugoton fidd are trying to sl
35

their heium. So how do you control that?

MODERATOR: These guys up here, they're

more wholesders of refined hdium. They sl to
the same -- to the refiners down here
(indicating). The refiners down here are the
digtribution network. They're the people that
sl it to the hospitals or to the labs or

whatever, and they have contracts with these
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people to buy the helium on awholesde basis.
These guys don't want to be in the helium
marketing business (indicating). But they're
refining helium and they're dling it on a
wholesale basis to the refiners down here
(indicating) thet are in the hdium marketing
business and dso other gas marketing businesses,
and hdium isa part of their business, in alot
of casesavery smdl part, but it'savery
lucrative part.
COMMENT: So they're more
concerned because they're suppliers to the people
down here more than sdlling competitively against
these people?
MODERATOR: Well, they certainly
compete against one another.
COMMENT: Okay.
36
MODERATOR: But the people down here
that refine buy from up here, and it's amatter of
them saying, okay, do we want to have a shipment
come out of southwestern Wyoming or from centra
Kansas. And if there's-- if they've got some

helium here to buy, they can ship it out of there
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and then just put -- tune back their refinery up
in central Kansas and just let the helium go into
their storage account and eventudly making it
down to thefield.

Or it might just be amatter of going
down the pipdine and coming out at another
refinery. That pipeline alows communication
amongst themsdlves, even though it passes custody
transfer into our pipeline, it's our
respongibility. But it may never reach the fidd.
And frankly, in the way it's been going, it
doesn't. Weve been producing out of the field
quite a bit.

| mentioned, | think last week, last
year, this past year, 2000, was the first year
that we produced 1 hillion cubic feet of helium
from the field, the first time weve done thet
over acaendar year. And | think that'san
indication of the direction thet the hdium is

37
going. It'sdefinitely coming out of storage,
private storage accounts in abig way.

A part of that iswhat | mentioned

before about the higher prices of natura ges.
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Wi, what the speculation is, isthat the

companies can get more for that natura gas, so
they're not taking liquids out of it, and in the

process of taking liquids out is when they recover
the hdium. Sothey're judt letting dl the

heavier hydrocarbons go because they can get more
for naturd gas. And that's been hurting the

helium recovery aspect of it.

Is there an incentive possibly in there?

If you've got helium in your stream, isthere an
incentive to combeat the higher price of naturd
gas? | don't know. That's athought.
COMMENT: Sobasicdly the
way it isright now, with naturd gas being the
priceitis, it's basicaly noneconomica to strip
out the helium because of the price they're
getting for the natura gas?

MODERATOR: Wédll, I'm surethat -- |
would suspect that the hdium is part of the
caculation, but it's probably more of a secondary
thing. They're more looking at the propane, the

38
ethane, the pentanes, dl that stuff, thet if they

don't take -- if they take that out, that BTU
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content iswith the natura gas, and they get more
for that, where compare that againg if they
stripped that out, what they could sdll those
components for and the helium, and how does that
compare to the price they get just for the natural
gas, back -- taking out your operating costs and
al that sort of thing.

Each one, I'm sure, has their model
where they figure out, based on our plant
operating costs, what we would get for the various
components and dl that sort of thing, a what
point do we take it out or do we let it go.

And | think it's had a definite impact.
Weve seen in the last Six months the amount of
helium coming out of storage has skyrocketed.

COMMENT: You just
mentioned that the helium -- | think that's what
you said -- has skyrocketed basicaly in the
demand out of the plants? Isthat what you said
in the last Sx months because of the natura gas?

MODERATOR: The demand for crude
helium, private crude hdium out of the fidd has
increased dramatically thislast year.

39
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COMMENT: Okay.

MODERATOR: And our thoughts were,

based on the high price of natura gas.
COMMENT: With that in
mind --

MODERATOR: There aso has been some
problems a some of these plants over here
(indicating), where they're not producing as much
refined product, so that requires these -- the

plants dong the system to ramp up.

COMMENT: Sowith that in

mind, have you looked at, have you forecasted as
to if this continued &t thisleve for acertain

length of time, what kind of impact that's going

to have on the availability?

MODERATOR: Not down to numbers, but |
mean off my cuff | can say if it continuesin the
way it is, that 2005 time frame might be alot
more attractive. But | don't see where the price
of naturd gasisgoing to stay that much higher.

If we have higher natural gas prices, there's
going to be more development, more natural gas
supply and then the price will come down.

COMMENT: Isthefact that
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produce as much as the previous years dso have an
impact, a draw-down on the storage fields?

MODERATOR: That's my understanding,
that they aso -- | think the prices for natural
gas liquids were depressed worldwide, and that
plant, the only reason why the plant in Algeria,
Northern Africa, that produces a significant
amount of refined helium, what makes that possible
is that they're processing naturd gas and
liquifying it, and in the process of liquifying
that naturd gas, it concentrates the helium to
the point where it makes it economical to take it
out.

W, with the price of liquid natura
gas going down, it depressed some of their
production and consequently associated helium with
it. That'swhat I've heard.

COMMENT: What problems do
you foresee in transferring oil and gas bonds for
helium production?

MODERATOR: ..., what problems?

RESPONSE: That wasa
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possible suggestion that had come up to maybe look
into. There may be alot of options, and that's
what were asking for suggestionsfor.
41

A couple that have come up were to have
a separate bonding program just for the helium
minerd, or would there be a possibility of
working some kind of -- cooperatively with oil and
gas, say it'salow BTU fidd and it's not going
to produce any more gas, can it be trandferred if
itsahigh hdium area.

Asweve sad, thereare alot of areas
where we need to cut out conflict, and that would
dsotieinlike in areas where they're plugging
wellswhere there islow BTU gas content but the
helium could be high.

That's an area where wed like comments,
if there are there areas like that, can we
transfer the bond and work jointly with the oil
and gas programs to allow economic production of
helium. That's an areawe'd like some feedback

on.

COMMENT: | don't quite have my
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guestion, but what is afedera agency?
MODERATOR: In the regulations right

now, a private helium -- acompany or person that
sls--it's cdled amgor requirement of helium

to afedera agency or a contractor, what we
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define what mgjor requirement of hdium was, it
used to be defined when we were sdlling refined
helium oursalves, it was defined as 5,000 cubic

feet in amonth'stime. We increased that to

where it would be 200,000 cubic feet over ayear's
time, SO we increased that threshold quite a bit.
And in doing so, we have done an andlysis based on
our sales, what that would mean if we raised thet.
And based on our past sales history, at the

200,000 cubic feet per year level, we would il
capture about 94 percent of federd helium demand,
and we fdlt like that was a good trade-off by

railsing that and dlowing alot of oil users,

maybe the weather bureau up in Fargo, North Dakota
that buys a hdlium cylinder once ayear or
something, not to have them be burdened by
purchasing higher-cost hdium.

So we raised that threshold just to
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magjor users, and it's defined as 200,000 cubic
feet per year, and we Hill, in the last calendar
year, we sl about 200, 202.
RESPONSE: 232.
MODERATOR: 232 million cubic feet in
the last calendar year.
Yes?
43
COMMENT: Can you clarify what
afedera agency is?

MODERATOR: Okay. A federal agency and
their contractors is anybody theat is doing work
for the federal government. If afederd agency
contracts an operator to do something that's
benefiting that federa program and federd funds
are expended to do that, then they're covered by
the regulations. And if they meet that test and

they're, either through past hitory or they're
expecting to consume more than 200 cubic feet ina
given year, then they're covered by the

regulation.

And in effect what hgppensisthat

raises the cost for refined helium that they get.

The sdling -- the company selling to them must
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purchase an equivaent amount of crude helium at a
much higher price.

COMMENT: You say you made a
trade-off, because you're losing about a potential
6 percent of your federa helium supply, or
federd hdium market. Do you think that you will
recover that over time or do you think that that
6 percent isforever lost or what?

MODERATOR: Wéll, the cost to
44
administer and go out and keep up with the sdles
out at 6 percent, we fed, would outweigh the
benefit to the government. So it's amatter of
doing a cogt-benefit andysis and find a point --
aplace where it makes sense to do that.

Now, what that last 6 percent, the

94 percent is pread across a handful of agencies.
If you go to that 6 percent, you increase tens,
tens of locations, and keeping up with that
skyrockets the cost of keeping up with that much
smadler amount of sdles.

When we broke this up, we grouped the
amount of sales, and there was a natural bresk

point at this 200,000 cubic feet, and either they
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were way over or way under. It'sjust anatural
bresking point. So it redly kind of st itsdlf
amogt in where we should make that break point.
| hereby declare these proceedings
closed.
(Applause.)

(Hearing concluded at 8:00 p.m.)



